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Dr. Grunzel seems to share with his fellow-protectionists of Central 
Europe the inability to understand the classical theory of international 
trade. Ricardo and his followers indeed did not exhaust the possibil- 
ities of trade theory, but they ought to have made it forever impossible 
for serious students to talk of the possibility of a country ruining itself 
by buying endlessly abroad without selling anything in return , and that 
is what comes close to being suggested on page 130 of the present 
work. 

Viewed from the theoretical point of view, Dr. Grunzel's book can- 
not be accorded high rank. Its thinking is far from clear , for while 
its author supposes himself to be thinking economically, his ideas are 
actually in large part concerned with political values. His treatment, 
so far as it is actually economic, embodies errors of thought from which 
British economists had emancipated themselves half a century ago. 
Despite these weaknesses, the wide learning of Dr. Grunzel and the 
laborious care with which he has marshaled a vast array of facts make 
his book probably the most useful single treatise available on the sub- 
ject. And if its thinking is bad, it is not unique among protectionist 
books in that respect. 

H. R. Mussey. 

Profit and Wages : A Study in the Distribution of Income. By 
G. A. Kleene. New York, The Macmillan Company, 1916. — iv, 
171 pp. 

Like most economic theorists, Professor Kleene begins his work not 
by attacking facts, but by attacking current theories. A just review 
must present his criticisms, however little a summary of his terse 
argument may mean to men not versed in current controversies in this 
subject. 

The first structure to be razed is Bohm-Bawerk's theory of interest. 
Professor Kleene holds that the technical superiority of present goods 
might perhaps form the basis for a productivity theory of return upon 
capital, but he denies that it can be fitted into a pure agio theory. 
The time- preference theory "carries rationalism to excess" (page 
52) ; "it attributes to savers and investors, feats of calculation of 
subjective costs and gains which are utterly impossible to mortal man " 
(page 167). The abstinence theory grossly misrepresents the relative 
importance of the various forces which control the supply of capital ; 
" abstinential savings appear, to the extent of their tenuous being, a 
mere epiphenomenon of our modern industrial system" (page 77). 
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The productivity theory is distinguished by having two vital faults : 
first, the calculus of homeopathic doses of labor and capital which it 
postulates is unreal ; second, it fails to explain why the value of the 
capital good is not equal to the value of its entire product. 

Having thus " proved untrue all written heretofore " upon interest, 
Professor Kleene comes to the problem of profit and wages. Three 
methods of solving this problem may be tried, (i) We may say that 
the division of the joint product is the outcome of a struggle. That is 
the bargain theory. It virtually gives up the problem. (2) We may 
say that each claimant gets what it contributes to the joint product — 
the productivity theory. The defects of this theory with reference to 
the share of capital have been exposed already. As for the share of 
labor, there is indeed a tendency to distribute wages among different 
grades of work in accordance with their marginal productivities. But 
that does not at all account for the general level of wages (page 146). 
(3) We may frame an independent theory of one of the two shares, and 
treat the second share as residual. That is the course which Professor 
Kleene takes. The share which he explains on independent grounds 
is wages. 

Set aside " rent and some profits as differential," concentrate atten- 
tion "on the division of the marginal product" (page 17), forget 
the existence of money" (page 10), consider all capitalists as forming 
one group and all laborers as forming a second group. Then capital 
consists of "subsistence advanced to the laborers"; it " is the one 
investment of capitalists as a class with reference to productive enter- 
prise." Other things called capital, such as machines, are bought by 
one capitalist from another — they enter into intra-class commerce, but 
not into the inter-class commerce with which we are concerned (pages 
n-13). In other words, capital is a fund of consumers' goods " in- 
tended for the purchase of labor alone ," fit for no other use , and there- 
fore " a fund all of which must be invested " in buying labor (pages 
145, 146). The size of this fund is one of the great determinants of 
the general level of wages. The other great determinant is the number 
of laborers. This number is not fixed. The " part played by immi- 
gration in the labor markets of all the great industrial areas " is so 
important that we must admit " the conception of a flexible supply of 
labor with a gradually rising scale of supply prices." Putting the two 
factors together we see " that the size of the wages fund, or the supply 
of capital as we conceive it, together with the supply prices of different 
quantities of labor, determine [s] the general level of wages" (pages 
iS7. I58)- 
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In his last chapter Professor Kleene considers the state of economic 
theory at large. His own conclusions " carry us back to doctrines of 
the classical school. They include the classical concept of profit of 
capital, in place of the later notion of profit and interest as indepen- 
dent shares; a residual- claimant theory of this profit not differing 
greatly from Ricardo's ; and the wages fund theory." "In the 
search for a satisfactory fundamental theory ' ' he thinks that ' ' the 
classical thinkers are still our best guides." Modern theory, he con- 
tinues, has fallen into errors because it has yielded to two unfortunate 
tendencies. One is " the excessive rationalism of the utilitarian cal- 
culus, whose pedigree may be traced to Bentham, but whose greatest 
vogue has come through the influence of the so-called Austrian School." 
The other is the treatment of " distribution as essentially included in 
the general theory of value." That is bad because the two problems 
differ radically. "To the theory of value, commodities appear as 
competing for the consumer's favor ; " there are numerous alternatives 
to be considered. But when the problem of distribution is reduced to 
essentials there are no alternatives. There " remains but one thing to 
buy for the entrepreneur, and that is labor." Likewise the laborer 
has no choice ; he must sell his labor, and the entrepreneur is the only 
buyer. About this process of bargaining between two social classes 
the theory of value says nothing of moment. 

Presumably this vigorous little book will be answered by those whom 
its criticisms chiefly concern. They can find much to say in reply, 
and Professor Kleene more to add in rejoinder. There is no reason 
why the discussion conducted on present lines should not last until 
" the youngest critic has died." 

John Dewey recently remarked that philosophy " is unusually con- 
servative — not, necessarily, in proffering solutions, but in clinging to 
problems." To emancipate philosophy he " raises a question as to the 
genuineness , under the present conditions of science and social life, of 
the problems." {Creative Intelligence, pages 2, 5). May not econo- 
mists profit by Professor Dewey's question? The problem which Pro- 
fessor Kleene sets is confined to " capitalism," yet it bars out the use 
of money, monopoly, and pecuniary employments of capital (pages 5 , 
6, 10). It rolls all employers into one capitalist and all employees 
into one laborer. It supposes a process so unreal that " statistics and 
history can give little aid" (page 3). Is this a genuine problem, 
" under the present conditions of science and social life " ? 

Wesley C. Mitchell. 



